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Initiation of coverage BUY 
  
The acquisition of Tulu Kapi for £4.5m in shares and cash was a 
transformational deal for KEFI that a sceptical market has failed to appreciate. 
With a pre-feasibility study (PFS) and mining application tabled to the 
authorities in Saudi Arabia, KEFI could be in production from two mines by FY 
2016 and could be producing over 100Koz pa of gold (~70Koz attributable) by 
FY 2017. We initiate coverage of KEFI Minerals with a Buy recommendation 
and target price of 3.5p implying 91% upside to the current share price. 

 In December, KEFI acquired 75% of Tulu Kapi in Ethiopia from Nyota 
Minerals for £4.5m in cash and shares. 

 The acquisition cost was US$3.65/oz on current (March 2014) resource of 
2.05Moz at 2.64g/t, with US$50m spent on the project to date.  

 Mine economics revamped using selective mining and a smaller plant with 
capex cost reduced from US$289m to US$143m. 

 The revised post-tax NPV is US$120m (100% basis) at a US$1,200/oz gold 
price and 10% discount rate (based on pre-March resource).  

 Complete revised DFS and Mining Licence application by 4Q 2014. 

 In Saudi Arabia, KEFI, through its G&M JV has just tabled a PFS and mining 
licence application for its Jibal Qutman gold project to the Saudi Deputy 
Ministry for Mineral Resources (DMMR). 

 We value KEFI at 8.45p unrisked and 3.5p risked. 

 Key downside risks to our valuation are grade and operating costs. 

 Highly geared to gold price – a 7.5%, or US$100/oz, change in the gold 
price changes our valuation by 20%. 

We believe the challenge for KEFI will be in having the market believe that its plans 
for Tulu Kapi are realistic, financeable and deliverable after the failure of Nyota 
Minerals to develop the project and the low acquisition cost. However, with an 
updated mine plan and ore reserves in 2Q 2014, leading to the revised DFS in 4Q 
2014, the project will be de-risked, causing a re-rating of the share price. 
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Year ending December (£m) 2011A 2012A 2013E 2014E 

Data     
Sales (£m) 0.0 0.0 0.0 0.0 
Adj EBITDA (£m) -1.5 -1.5 -3.4 -2.8 
Adj PBT (£m) -1.5 -1.5 -3.4 -2.8 
Tax rate (%) nm 0 0 0 
Adj EPS (FD) (p) 0.0 0.0 0.0 0.0 
DPS (p) 0.0 0.0 0.0 0.0 

Ratios     
EV/Sales (x) n/a n/a n/a n/a 
EV/EBITDA (x) n/a n/a n/a n/a 
P/E (x) n/a n/a n/a n/a 
Yield (%) 0.0 0.0 0.0 0.0 
Cash flow yield (%) -7.6 -6.6 -18.0 -19.0 
EPS growth (%) n/a 11.4 33.7 34.5 
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Key Financials 

 
Income Statement  Cash Flow 

Year ending December (£m) 2011A 2012A 2013E 2014E 
Sales 0.0 0.0 0.0 0.0 
Gross profit -0.4 -0.1 -2.1 -2.0 
Operating expenses -1.1 -1.4 -1.3 -0.8 
Adjusted EBITDA -1.5 -1.5 -3.4 -2.8 
Depreciation/Amortisation n/a n/a n/a n/a 
Adjusted EBIT -1.5 -1.5 -3.4 -2.8 
Associates/Other 0.0 0.0 0.0 0.0 
Net interest 0.0 0.0 0.0 0.0 
Adjusted PBT -1.5 -1.5 -3.4 -2.8 
Adjustments -0.1 -0.3 -0.2 -0.2 
Reported PBT -1.6 -1.7 -3.6 -3.0 
Taxation 0.0 0.0 0.0 0.0 
Tax rate (%) nm 0 0 0 
Reported earnings -1.6 -1.7 -3.6 -3.0 
     
Average no.shares (FD) 361.9 443.1 853.7 853.7 
Adj. EPS (FD) (p) 0.0 0.0 0.0 0.0 
DPS (p) 0.0 0.0 0.0 0.0 

 

 Year ending December (£m) 2011A 2012A 2013E 2014E 
EBITDA -1.5 -1.5 -3.4 -2.8 
Net change in working capital 0.1 -0.2 -0.2 0.0 
Other items n/a n/a n/a n/a 
Operating cash flow -1.2 -1.0 -2.8 -3.0 
Cash interest 0.0 0.0 0.0 0.0 
Tax paid 0.0 0.0 0.0 0.0 
Capex n/a n/a n/a n/a 
Free cash flow -1.2 -1.0 -2.8 -3.0 
Disposals 0.1 0.0 0.0 0.0 
Acquisitions -0.2 -0.5 -1.6 0.0 
Dividends 0.0 0.0 0.0 0.0 
Other -0.1 0.0 -0.1 0.0 
Issue of share capital/(Buyback) 1.5 2.8 5.5 0.0 
Net Change in cash flow 0.1 1.3 1.0 -3.0 
     
Opening net (debt)/cash 0.5 0.6 1.9 2.9 
Closing net (debt)/cash 0.6 1.9 2.9 -0.1 

 

   

 
Balance Sheet  Ratio Analysis 

Year ending December (£m) 2011A 2012A 2013E 2014E 
Tangible assets 0.2 0.1 0.0 0.0 
Goodwill 0.0 0.0 0.0 0.0 
Other intangible 0.0 0.0 1.0 1.0 
Other n/a n/a n/a n/a 
Non current assets 0.2 0.1 1.0 1.0 
Inventories n/a n/a n/a n/a 
Trade receivables 0.1 0.3 0.2 0.2 
Cash 0.6 1.9 2.9 -0.1 
Other 0.0 0.0 0.0 0.0 
Current assets 0.8 2.2 3.2 0.2 
Trade payables -0.3 -0.3 -0.1 -0.1 
Other current liabilities 0.0 0.0 0.0 0.0 
Short term debt n/a n/a n/a n/a 
Net current assets 0.5 2.0 3.1 0.1 
Long term debt n/a n/a n/a n/a 
Pension 0.0 0.0 0.0 0.0 
Other/Minorities n/a n/a n/a n/a 
Net assets 0.7 2.0 4.1 1.1 
     
Net working capital n/a n/a n/a n/a 
NAV per share (p) 0.2 0.5 0.5 0.1 
NTA per share (p) 0.2 0.5 0.4 0.0 

 

 Year ending December 2011A 2012A 2013E 2014E 
Growth     
Revenue growth (%) n/a n/a n/a n/a 
EBITDA growth (%) n/a 2.3 135.8 19.8 
EPS growth (%) n/a 11.4 33.7 34.5 
DPS growth (%) n/a n/a n/a n/a 
     
Returns     
Gross margin (%) n/a n/a n/a n/a 
EBITDA margin (%) n/a n/a n/a n/a 
EBIT margin (%) n/a n/a n/a n/a 
RoE (%) n/a n/a n/a n/a 
RoCE (%) n/a n/a n/a n/a 
     
Liquidity     
Net debt/equity (%) n/a n/a n/a 4.9 
Net debt/EBITDA (x) 0.4 1.3 0.9 n/a 
Interest cover (x) nm nm nm nm 
Net working capital to sales (%) n/a n/a n/a n/a 
Cash conversion (%) 80.1 70.6 82.0 108.0 
Dividend cover (x) n/a n/a n/a n/a 
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Investment case 
The acquisition of Tulu Kapi for £4.5m in shares and cash is a 
transformational deal for KEFI that a sceptical market has failed to 
appreciate. 
 
In December, KEFI announced it had acquired a 75% interest in the Tulu Kapi 
gold project in Ethiopia. The project had a JORC 1.872Moz resource at 2.34g/t, 
and Nyota Minerals had carried out a DFS in December 2012 which gave an 
NPV of US$253m and 11% IRR using a 5% discount rate and a US$1,500/oz 
gold price.  
 
This represents an acquisition cost of only US$4 per resource ounce, a JORC 
Resource and Probable Reserve which has already undergone significant 
technical analysis to a DFS standard and has received over US$50m in 
investment.  
 
KEFI had spent five months carrying out due diligence on the assets and 
developed its own strategy for the project that gave a post-tax NPV of US$120m 
(100% interest) at a US$1,200/oz gold price and a 10% discount rate. Perhaps 
most importantly, the capex cost was reduced from US$289m to US$143m. This 
is currently undergoing independent sign-off. 
 
If the company’s assumptions hold true after independent review, its 71.25% 
economic interest in the project, allowing for the Ethiopian government’s 5% 
participating interest, is worth 7.51p (unrisked), a premium of over 400% to the 
current share price just for Tulu Kapi.  
 
With the gold price down over 30% from the highs of 2011 and junior mining 
companies out of favour after so many having failed to deliver, it may take a while 
before investors believe KEFI can resurrect the project following Nyota Minerals’ 
self-destruction last year. 
 
KEFI plans to produce a revised DFS by the end of the year and has wasted no 
time in getting to work, releasing an updated resource earlier this month of 
2.05Moz at 2.64g/t, which makes the acquisition cost only US$3.65/oz. This will 
form the basis of the mine plan and updated Reserve statement the Company 
expects to release in 2Q 2014. 
 
Meanwhile, KEFI through its G&M JV, is producing a PFS on the Jibal Qutman 
gold project in Saudi Arabia which it will submit along with a mining application to 
the DMMR in the next couple of weeks. 
 
Potentially, KEFI could be in production by 2016 and could be producing over 
100Koz per year of gold (~70Koz attributable) by 2017. 
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Figure 1: KEFI Minerals production potential 

 
Source: KEFI Minerals, finnCap estimates 

 
Catalysts for a re-rating? 
Although KEFI has other projects, over 87% of our valuation comes from Tulu 
Kapi. 
 
We believe Tulu Kapi will be a value driver over the coming year, but the 
challenge for KEFI will be in having the market believe that its plans for the 
project are realistic, financeable and deliverable after the failure of Nyota 
Minerals to develop the project and the low acquisition cost. 
 
Proving estimates are realistic 
Based on the estimates KEFI has put into the market, there is significant upside – 
over 400% based on our own assumptions. Although the estimates came after 
KEFI carried out five months of due diligence, we don’t expect the market to give 
full credence to them until they are verified as part of the revised DFS.  
 
KEFI has started the new DFS based on the modified plant and mine design. 
This is due in Q4 2014, but we expect components will be announced as they are 
completed. The Company is expected to release an updated mine plan and 
reserve statement in May. This and other scheduled milestones will give more 
credibility to the current estimates, particularly head grade and costs, including 
capex. 
 
Proving the project can be financed 
Securing adequate financing is always key to developing projects. KEFI has 
allocated part of its FY 2014 budget to securing debt finance. We have modelled 
the project finance element of our Tulu Kapi model with 70% debt. This leaves 
KEFI having to provide ~£20m in non-debt equity financing for its 75% 
contribution. KEFI has stated it will consider selling a royalty stream to close the 
equity requirement to ~US$10m. The KEFI board is experienced in raising debt 
and bridge financing, most recently ~US$200m for EMED Mining and, expects to 
have several different financing options available. 
 
We believe there is still appetite for development projects, and this level of equity 
funding is achievable on KEFI’s current market capitalisation, even without it 
appreciating over the coming months. 
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Valuation 
With no current or immediate revenues, we have valued KEFI minerals on a sum-
of-parts basis. We have used an after-tax DCF to value both of its key projects at 
Tulu Kapi and Jibal Qutman with an 8% discount rate and a US$1,300/oz gold 
price.  
 

Figure 2: Sum-of-parts valuation 

 100% Attributable Risked Per Share 

 US$m % US$m % US$m UnRisked Risked 
Tulu Kapi $149.79 71.25% $106.73 40% $42.69 7.51p 3.01p 
Jibal Qutman $25.81 40.00% $10.32 40% $4.13 0.73p 0.29p 
Cash $3.00 100% $3.00 100% $3.00 0.21p 0.21p 
Total $178.60  $120.05  $49.82 8.45p 3.51p 

 

Source: finnCap estimates 

 
More details on the assumptions we used to value both projects are included 
later in this report, but adding the company’s current US$3m (£2m) in cash, we 
get an attributable valuation of US$120.05m.  
 
However, we have applied a 60% discount to both projects as a risk rating due to 
many of the assumptions being made in house. This gives a risked valuation of 
US$49.82m.  
 
Once these figures are verified by the updated DFS for Tulu Kapi and the PFS for 
Jibal Qutman, we will review the risk ratings. 
 
As the 46m options and 19.2m warrants in issue are all currently out of the 
money, we have used only the number of shares in issue to calculate our 
valuation per share. We estimate a value per share of 8.38p per share unrisked 
and 3.44p per share risked. 
 
Valuation highly leveraged to gold price 
Both in terms of share price and underlying asset valuation, KEFI, like the 
majority of companies in the sector, is heavily leveraged to the gold price.  
 
Figure 3 shows the impact on our valuation and target price of changes to both 
the discount rate and the gold price and allows investors to select their own 
preferred gold price and discount rate to value the company.  
 
As can be seen from the valuation matrix, a 7.5% or US$100/oz change in the 
gold price results in a 20% change in our valuation. 
 

Tulu Kapi represents 87.5% of 
our risked valuation  
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Figure 3: Sensitivity of valuation to gold price and discount rate 

 Valuation  Target Price  % Change 

 5% 8% 10% 12%  5% 8% 10% 12%  5% 8% 10% 12% 
US$800/oz £3.17 -£0.10 -£1.75 -£3.07  0.37p -0.01p -0.20p -0.36p  -89% -100% -106% -110% 
US$900/oz £10.54 £6.05 £3.74 £1.85  1.23p 0.71p 0.44p 0.22p  -65% -80% -88% -94% 
US$1,000/oz £17.82 £12.10 £9.11 £6.64  2.09p 1.42p 1.07p 0.78p  -40% -60% -70% -78% 
US$1,100/oz £25.06 £18.08 £14.41 £11.37  2.94p 2.12p 1.69p 1.33p  -16% -40% -52% -62% 
US$1,200/oz £32.27 £24.02 £19.67 £16.05  3.78p 2.81p 2.30p 1.88p  8% -20% -34% -46% 
US$1,300/oz £39.46 £29.94 £24.91 £20.70  4.62p 3.51p 2.92p 2.42p  32% 0% -17% -31% 
US$1,400/oz £46.63 £35.83 £30.11 £25.32  5.46p 4.20p 3.53p 2.97p  56% 20% 1% -15% 
US$1,500/oz £53.79 £41.72 £35.31 £29.93  6.30p 4.89p 4.14p 3.51p  80% 39% 18% 0% 
US$1,600/oz £60.96 £47.61 £40.51 £34.55  7.14p 5.58p 4.75p 4.05p  104% 59% 35% 15% 
US$1,700/oz £68.12 £53.48 £45.70 £39.15  7.98p 6.27p 5.35p 4.59p  128% 79% 53% 31% 
US$1,800/oz £75.27 £59.34 £50.86 £43.73  8.82p 6.95p 5.96p 5.12p  151% 98% 70% 46% 

 

Source: finnCap 

 
Target price and recommendation 
Whilst KEFI has good assets in Saudi Arabia, and some of the areas for which 
licences are in application are truly outstanding, there is no doubt that the Tulu 
Kapi transaction is transformational, contributing 87.5% of our valuation of KEFI 
Minerals. 
 
The company has a clear strategy of how it now wants to proceed and bring the 
project into production. We know the management is highly competent and hard-
working, and we believe them quite capable of delivering the project on time and 
budget. Ironically, this could mean it is in production before EMED mining, the 
company that spun out its exploration assets into KEFI so it could concentrate on 
bringing its Rio Tinto copper project in Spain into production. 
 
Despite applying a significant 60% discount to both key projects, the share price 
is trading at a 47% discount to our valuation. For this reason, we initiate coverage 
of KEFI Minerals with a Buy recommendation and a 3.4p per share target price.  
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Figure 4: SWOT analysis 
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Opportunities Threats 
 
• Use selective mining high 

grade 
• Reduce throughput to reduce 

capex 
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quality asset base in Saudi 
Arabia 
 

 
• Permitting delays 
• Inability to raise development 

capital 
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Company background 
KEFI Minerals was formed on 24 October 2006 as a spin out of EMED Mining’s 
(AIM: EMED) exploration interests in Turkey and Bulgaria. The company listed on 
AIM on 18 December that year with a market capitalisation of £2.7m, having 
raised £1.4m in the process. 
 
In May 2009, KEFI formed the joint venture company Gold and Minerals (G&M) 
with Saudi construction and investment group ARTAR to look at opportunities in 
Saudi Arabia. Initially, KEFI spent a lot of time compiling a database of historical 
workings, geology, geophysics and remote sensing, among other things, which it 
was able to use to selectively apply for licences over the best prospects.  
 
In 2011, whilst waiting for the licence applications to be approved, KEFI entered 
into an agreement giving a period of exclusivity over the Tiouit Gold-Copper Mine 
and associated tailings retreatment project in Morocco. However, when the due 
diligence work was not compelling and Saudi Arabia’s DMMR granted KEFI its 
first exploration licence, Selib North, in June, KEFI allowed the option on Tiouit to 
lapse as it became fully committed to Saudi Arabia.  
 
G&M currently has four licences in Saudi Arabia and has completed the PFS for 
one, Jibal Qutman, which has been tabled for discussion with the DMMR along 
with a mining licence application. 
 
In December 2013, KEFI announced it had acquired a 75% interest in the Tulu 
Kapi project in Ethiopia from Nyota Minerals for £1m in cash and 116.67m shares 
(£4.5m in total). The company published preliminary information from its due 
diligence work stating that by adopting selective mining, it could bring the project 
into production with a much lower capex requirement. 
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The Arabian-Nubian Shield 
KEFI is now wholly focused on the Arabian-Nubian Shield (ANS), specifically in 
Ethiopia and Saudi Arabia. 
 
The ANS is an exposure of Precambrian crystalline rocks on the flanks of the 
Red Sea. Geographically, the ANS runs from Israel in the north to Ethiopia in the 
south, underlying much of Jordan, Egypt, Saudi Arabia, Sudan, Eritrea, Yemen, 
and Somalia in between. 
 
Some of the earliest examples of gold mining occurred within the ANS from Egypt 
and Sudan. Interest in the ANS has gathered over the last few years, as it is 
viewed as probably the largest under-explored mineralised province in the world. 
 

Figure 5: Location of KEFI Mineral projects in Arabian-Nubian Shield 

 
Source: Company 
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Major gold and base metal deposits in the Arabian-Nubian Shield include 
Centamin’s Sukari Mine, Egypt (>13Moz Au); Ma’aden’s Mahd adh Dhahab Mine 
(past production and current resources >6Moz Au); Barrick Gold’s Jabal Sayid 
deposit, Saudi Arabia (37.5Mt at 2.23% Cu containing 837,000t Cu); Nevsun 
Resources’ Bisha Mine, Eritrea (28.3Mt at 1.6% Cu, 1.78g/t Au, 3.15% Zn and 
38.9g/t Ag); Ma’aden’s Ad Duwayah (>2.39Moz Au) and Ar Rjum (3.22Moz Au) 
deposits; and Chalice Gold’s Koka deposit, Eritrea (840,000oz Au). 
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Overview of key assets 
Ethiopia  
The Federal Democratic Republic of Ethiopia 
Ethiopia, officially known as the Federal Democratic Republic of Ethiopia, is the 
second-most populated country on the continent and the most populated land-
locked country in the world with over 93m inhabitants. 
 
Ethiopia is one of the founding members of the UN, with Addis Ababa serving as 
the headquarters of the African Union, UNECA, the African Standby Force and 
many global NGOs with a focus on Africa.  
 
GDP grew by 8.45% in 2012, rising from US$101.8bn to US$110.4bn and is 
expected to grow by 7.07% in 2013 to reach US$118.2bn. The economy is based 
on agriculture, which accounts for 46.3% of GDP, 60% of exports and 80% of 
total employment. 
 
The government has ambitious goals under its current five-year development 
plan (2011-2015), which although unlikely to double GDP by next year is a clear 
statement of intent, with commitments to expand the industrial sector and invest 
in infrastructure, including roads, rail and power generation. 
 
Mining in Ethiopia 
Ethiopia has a diverse and huge untapped mineral resource. Gold is Ethiopia’s 
main mineral export, with exports rising from US$5m in 2001 to US$602m last 
year. Lega Dembi is the largest gold mine, producing ~135Koz pa and with 
reserves of 1.98Moz Au. Currently, there are 136 companies working on 246 
licences, and the number is still growing, with both Newmont and Goldfields 
recently commencing gold exploration. 
 
The government is pursuing a number of ways to boost the Ethiopian minerals 
sector. Corporate tax is now 25%, and royalties on gold have been reduced to 
7%. Several legislative incentives have been made to mining companies, 
including security of tenure, exemption from customs duty and taxes on mining 
equipment, and accelerated depreciation on pre-production and capex costs over 
four years.  
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Ethiopia – Tulu Kapi 
In December, KEFI announced and subsequently completed the acquisition of 
75% of Nyota Minerals (Ethiopia) Limited, a wholly owned subsidiary of Nyota 
Minerals and holder of the Tulu Kapi licence and surrounding exploration 
licences. 
 
KEFI paid £1m in cash and issued 116,666,667 shares to Nyota Minerals, 
roughly £4.5m in total. KEFI also provided a subsidiary of Nyota with a £360,000 
(~ $590,000) secured loan facility, which was subsequently repaid on completion 
of the acquisition. 
 
In connection with the placing, KEFI raised £4.5m (before expenses) to: 

o satisfy the cash element of the acquisition 
o finance additional work and redefine the Tulu Kapi DFS 
o complete the PFS for Jibal Qutman in Saudi Arabia 
o meet KEFI’s share of the Nyota Minerals (Ethiopia) VAT obligations to 

the Ethiopian government in 2014 
o contribute toward KEFI Minerals’ ongoing corporate costs, including the 

arrangement of project finance facilities for the planned gold mine 
developments. 

 
Following the acquisition, Nyota retained a 25% free carry in the project until a 
JORC-compliant resource was approved. This was published on 21 March, and 
Nyota must now contribute or be diluted further. The Ethiopian government will 
receive a 5% free carry when a mining licence is issued. 
 
Nyota asked for its licence to be held in abeyance because it failed to raise the 
development finance. KEFI has given assurances to the Government that it will 
expedite the re-activation of the mining licence and following development of the 
project. 
 

Figure 6: Structure of the Tulu Kapi transaction 

 
Source: Nyota Minerals 
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Project history 
During the 1930s, an Italian mining company (SAPIE) undertook commercial 
scale hydro-mining of gold-bearing saprolite over the Tulu Kapi deposit. However, 
the earliest detailed exploration of the Tulu Kapi area took place in the 1970s 
under the guidance of the United Nations Development Project (UNDP). The 
work was largely reconnaissance and regionally biased, but detailed geological 
mapping, soil geochemical programmes, geophysical surveys and diamond 
drilling were included in the programme. Data generated by the UNDP was 
passed to the Ethiopian authorities. 
 
The Tulu-Kapi and Ankore exploration licence area was under licence to Tan 
Range Exploration Corporation (TREC), a Canada-based exploration company, 
from 1996 to 1998. TREC carried out further detailed geochemical soil sampling, 
mobile metal ion (MMI) soil geochemistry, and an induced polarisation survey; 
and it drilled five drill holes.  
 
Golden Prospecting Mining Company Limited (GPMC) applied for an exploration 
licence for Tulu-Kapi in July 2004, which was granted in May 2005. GPMC 
undertook detailed geological mapping, trenching, geophysics and diamond 
drilling of 34 angled holes within the licence. Between 2006 and 2007, GPMC, 
which was owned by Ambrian Capital and Ethiopian Resources, merged with 
AIM-listed Palladex to form Minerva Resources. In 2009, Dwyka Resources 
acquired Minerva in an all-share offer and changed its name to Nyota Minerals. 
 
Nyota carried out further work, including a further 120,000m of drilling which 
formed the basis of a JORC-compliant inferred and indicated resource estimate 
of 25Mt at 2.34g/t Au (1.9Moz Au) and a probable reserve of 17Mt at 1.82g/t Au 
(1.0Moz Au).  
 
In December 2012, Nyota, using Senet Engineering, Golder Associates & 
Wardell Armstrong International (WAI), produced a DFS. This generated an NPV 
of US$69.2m and an IRR of 11%, using a US$1,200 gold price and 5% pre-tax 
discount rate with US$289m capex. 
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Figure 7: Location of Tulu Kapi 

 
Source: Nyota Minerals 

 
 
With the gold price retreating, the project appeared unattractive, and Ntyota 
decided to suspend the already well-advanced application for a mining licence. 
This caused Nyota’s share price to fall, making it impossible for the company to 
raise funds and forcing it to seek alternative development strategies. By this 
stage, Tulu Kapi had undergone 120,000m of drilling and an aggregate 
expenditure of over US$50 million. 
 
Rationale for the acquisition 
KEFI believes that it can use an alternative approach to developing the project 
that will substantially reduce the anticipated capital and operating expenditure, 
thus substantially improving the overall return. KEFI is carrying out a limited 
programme of reverse circulation (RC) drilling, surface sampling and 
metallurgical test work this year, which will be sufficient to refine a DFS by 4Q 
2014.  
 
The revised DFS will be based on selective mining, reducing throughput from 
2Mtpa to 1-1.2Mtpa. This will reduce the size of both the plant and the mining 
fleet and substantially reduce the operating and capital costs.  
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Figure 8: Tulu Kapi deposit model with NYO DFS pit shell (green), 
proposed revised DFS shell (blue) and high-grade UG potential 

 
Source: Company reports 

 
Once funding is in place, development of the project will start as soon as the 
staged community resettlement program is advanced enough, in mid- 2015. By 
using selective mining, although mill throughput will be reduced, grade should 
increase, resulting in annual production of ± 85Koz Au p.a. KEFI’s preliminary 
estimates for the project indicate operating costs of US$500/oz Au. 
 
Resource upgrade 
On 12 March 2014, KEFI published an updated resource for Tulu Kapi. The 
updated resource was calculated from an additional 71 drill holes received after 
the October 2012 resource had been published. This included 25 RC holes, 44 
diamond holes and two water-bore holes for a total of 16,000m. The total data set 
now includes 231 diamond drill holes for 58,276m, 333 RC drill holes for 
45,616m, and 74 RC drill holes with diamond tails for 17,430m. 
 

Figure 9: Revised resource for Tulu Kapi (0.3g/t cut-off) 

 Tonnes (Mt) Au g/t  Contained Gold (Moz) 

Indicated  21.2 2.73 1.86 
Inferred  2.89 2.03 0.19 
Total  24.09 2.64 2.05 

 

Source: KEFI Minerals 

 
This upgraded resource will form the basis of the revised DFS which is currently 
underway. AMC verified the results but did state that notice needs to be made of 
internal dilution and grade continuity. As a result, KEFI re-ran the numbers using 
2m down-hole composites, which helps account for internal dilution. This 
produced an estimate with the same total gold resource ounces but an expected 
16% decrease in grade and a 16% increase in tonnes. 
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AMC did not verify the results, but KEFI will address this with some more drilling 
and QA/QC which will be incorporated into the probable reserve updates in May 
and again later in the year as part of the revised DFS due in Q4 2014.  
 
Significantly, Nyota no longer has a free carry in the project and must either 
contribute its share of the project costs or have its ownership diluted. Meanwhile, 
surface sampling of hand-dug trenches and structural mapping at the Tulu Kapi 
deposit is approximately 50% complete and a 2-month RC infill drill programme 
of 20 holes (4,000m) commenced in March. 
 

Figure 10: Nyota RC drill rig at Tulu Kapi 

 
Source: Nyota Minerals 
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Provisional Estimates 
KEFI started its due diligence process in July last year and generated some 
provisional estimates around which it has based its development strategy and on 
which the DFS will be based. 
 
KEFI is looking at selectively mining the orebody and believes it can increase the 
head grade into the plant from 1.8g/t to 2.4g/t by increasing the mined grade and 
reducing dilution. This will allow it to reduce the original 2Mtpa plant to one 
processing 1.2Mtpa. KEFI estimates that this will reduce capex from US$289m to 
US$142.7m. 
 

Figure 11: Comparison of original and proposed project parameters 

Difference KEFI’s estimates NYO DFS Impact 

Capex $142.7m $289m Reduces funding requirements and increases 
return on investment (includes sustaining capital) 

Head-grade 2.4g/t Au 1.8g/t Au Increases revenue per tonne mined 
Mining rate 1.2Mtpa 2Mtpa Reduces capex 
Operating costs  c.$500/oz $600/oz Smaller initial pit; lower strip ratio and less tonnes 

processed, but at higher grade  
NPV $1500 Au $155m $253m KEFI figures are based on 71.26% attributable 

interest and a 10% post-tax discount rate  
 
Nyota estimates are based on a 100% interest 
and a 5% pre-tax discount rate 

IRR $1500 Au 52% 24% 
NPV $1200 Au $90m $69.2m 
IRR $1200 Au 37% 11% 

 

Source: KEFI Minerals 

 
By refining the design of the open pit, KEFI has been able reduce overall 
operating costs by reducing the stripping ratio processing fewer tonnes at a 
higher grade and reducing mine closure costs, despite the slightly higher mining 
costs associated with selective mining. KEFI believes this will reduce operating 
costs from USS$600/oz to US$500/oz. 
 

Figure 12: Comparison of operating costs 

 NYOTA 
(DFS Dec 12) 

KEFI 
Estimates (Dec 13) 

Mining cost $/t 2.5 2.75 
Processing cost $/t 8.5 8 
G&A US$/oz (LOM) 5.66 (US$96m) 5.66 (US$48m) 
Closure cost  US$/oz (LOM) 22 (US$22m) 7 (US$5.9m) 
Opex (US$/oz) 600 500 

 

Source: KEFI Minerals 

 
KEFI will also evaluate the opportunity for complementary underground mining 
and heap leach operations in the future. 
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Our valuation 
We have based our valuation largely on the assumptions provided by KEFI in its 
presentations and include no recognition of any underground potential. 
 
We have taken the current resource of 2.4Mt and assumed a 50% resource to 
reserve conversion. With a mining rate of 1.2Mt per year, this gives an 11-year 
mine life. Based on an average life-of-mine (LOM) strip ratio of 6.1:1 waste to 
ore, this means 8.52Mt of ore and waste will be moved per year. 
 
Assuming the mined grade remains the same as the 2.64g/t current resource 
grade, we applied a 9% mining dilution to get a head grade of 2.4g/t. Using  an 
84% plant recovery, which is probably a little low, this gives us the ~85Koz pa 
guidance. 
 
Our capex and operating costs are based on those provided by the company. 
Including royalties and sustaining capital, we estimate all-in C3 costs of 
~US$750/oz.  
 
Using a US$1,300 gold price and 8% discount rate, we calculated an after-tax 
NPV8% of US$180m and an IRR of 34%. Of this, 71.26% is attributable to KEFI 
(due to 5% government free carry) or US$128.23m. Assuming 70% debt 
financing at LIBOR + 6.5% pushes this to US$185.13m or US$130.42m 
attributable. 
 
Sensitivity  
As we commented earlier, when AMC verified the resource update it stated that 
notice needs to be made of internal dilution and grade continuity. When KEFI re-
ran the numbers using 2m down hole composites to account for this, it resulted in 
the same total gold resource ounces but an expected 16% decrease in grade and 
a 16% increase in tonnes. 
 
If we run this scenario in our model, the mine life increases to 16 years and the 
head grade drops to 2g/t. This would change our valuation by -21.7% to 
US$141m or just over US$100m attributable. 
 
DCF-based valuations rely on making long-term assumptions. To examine the 
impact of these assumptions on our valuation, we have carried out a sensitivity 
analysis on the key variables – reserves, grade, gold price, capex and operating 
costs. 
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Figure 13: Project sensitivity to changes in key variables 

 
Source: finnCap 

 
Figure 14: Impact of changes in each variable on valuation 

% Change Reserves Grade Gold Price Capex Op Costs 

-20% -22% -50% -50% 11% 18% 
-15% -16% -37% -37% 8% 14% 
-10% -11% -25% -25% 5% 9% 
-5% -5% -12% -12% 3% 5% 
0% 0% 0% 0% 0% 0% 
5% 5% 12% 12% -3% -5% 

10% 10% 25% 25% -5% -9% 
15% 14% 37% 37% -8% -14% 
20% 19% 49% 50% -11% -19% 

 

Source: finnCap 

 
As can be seen in the above table and chart, the project is, as we would expect, 
highly geared to grade and the gold price, with a 10% change in either resulting 
in a 25% change in our valuation. The project valuation is least sensitive to 
capex, with a 10% change resulting in a 5.4% change in the valuation, although 
the key risk from a change in capex is financing. 
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Saudi Arabia 
The Kingdom of Saudi Arabia 
The Kingdom of Saudi Arabia (KSA) is in the Middle East and North Africa 
(MENA) region. The KSA covers an area of 27 million km2 , bordering from the 
west the Red Sea; from the north Jordan, Iraq and Kuwait; from the east the 
Arabian Gulf, Bahrain, Qatar and the United Arab Emirates; and from the south 
Yemen and Oman.  
 
The capital of KSA is Riyadh. The country has a population of around 29.1 
million, and Arabic is the recognised language. The currency is the Saudi riyal, 
and the main exports are oil, gas and cereals. KSA has a continental climate,  
usually with very hot summers and cold winters. 
 
Mining in the KSA 
US and French (BRGM) geological surveys were commissioned to map and 
compile a metallogenic inventory of Saudi Arabia between 1970 and 2000, and 
whilst they documented over 5,000 historic gold and base metal workings and 
mines, the country is still largely underexplored and underdeveloped.  
 
Despite this, there are few companies exploring for gold in the country. The only 
major Western company operating in the country is Barrick Gold, which owns the 
Jabal Sayid copper project it acquired as part of its C$7.3 bn takeover of Equinox 
Minerals in 2011. Once in production, average annual production is expected to 
be 100-130 m lb over the first full five years of operation at C1 cash costs of 
$1.50-$1.70/lb. 
 

Figure 15: Gold occurrences in the KSA 

 
Source: Saudi Geological Survey 
 
The major restriction to developing new gold mines in the region is the lack of 
water. However, Ma’aden has commissioned a US$124m pipeline to carry 
treated waste water from Taif NWC sewage treatment plant to the region to 
provide water to the new projects. There is also a perception that licensing of 
exploration licences in Saudi Arabia is difficult, but this is not actually the case if 
the application process is handled correctly. The issue has been the volume of 
applications, primarily by foreign companies which has slowed the application 
process. The Saudi Arabian government has stated that it wants to grow the 
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mining sector by 9% per year for the next five years, and it is eager to achieve 
this by letting foreign investors into the country. 
 
However, the biggest mining company remains the state-controlled minerals firm 
Saudi Arabian Mining Co. (Ma’aden). A subsidiary of Ma’aden, Ma'aden Gold and 
Base Metals Company (MGBM), currently operates five gold mines in Saudi 
Arabia which have produced over 4m oz of gold since 1988. Current production is 
around 140-150koz per year, with plans to increase this to 400koz per year by 
2015 through opening new mines at Ad Duwayhi, Mansourrah, Manssarrah, As 
Suq, and Ar Rjum in the Central Arabian Gold Region, where it has 9Moz in 
JORC-compliant resources at grades ranging from 1.34 to 2.43 g/t. 
 
The Kingdom of Saudi Arabia as a mining jurisdiction 
KSA is looking to expand further and develop its minerals sector, diversifying the 
country’s revenues away from oil by implementing a new mining code. Since the 
Saudi Mining Investment Code came into effect in January 2005, the country has 
increased its presence in the mining industry in terms of being an attractive 
investment environment.  
 
The Kingdom of Saudi Arabia Mining Code 
All licence applications are to be reviewed and granted by the DMMR. The three 
types of mining licences available are as follows: 
 

• A reconnaissance licence – these are non-exclusive licences, which 
include an unlimited area and available with no minimum expenditure 
and are valid for two years.  

• An exploration licence (EL) – these can cover up to 100 km2 with a 
validity of up to five years, during which time they can be renewed or 
extended for a period but not exceed the five-year limit. With an EL, the 
holder has the right to convert to another licence, the mining licence, if 
the licensee can prove that a discovery is an exploitable deposit. 

• The requirements for minimum exploration expenditure are (using an 
exchange rate of USD:SAR, 1:3.75): 

o Years 1 & 2 (US$200 per km2) 
o Years 3 & 4 (US$801 per km2) 
o Years 5 & 6 (US$1,202 per km2) 
o Years 7 & 8 (US$1,495 per km2) 
o Years 9 & 10 (US$2,003 per km2) 

• A mining licence (ML) – these can be granted for an area up to 50 km2 
with a renewable term of 50 years. There are a number of reporting 
requirements. Half-yearly and final reports have to be produced as well 
as the following:  

o A feasibility study before mining commences 
o An environmental and rehabilitation plan 
o Annual progress reports 

 
Unlike many other mining jurisdictions, no royalties are payable. Particular 
elements of the code which are favourable include: 

• Annual rental for a mining licence is US$2,670 km2; 
• All mining equipment is exempt from customs duties;  
• A flat rate corporate tax of 20%;  
• Security of tenure through all stages of exploration and development;  
• No restrictions on foreign exchange;  
• No restrictions on repatriation of capital and profits; 
• Exemption from import duties on capital items imported for mining 

projects; 
• Debt financing available from local banks/government institutions.  
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The overall economic effect of increased activity in the mining industry could be 
significant for the ongoing unemployment challenges KSA faces. By encouraging 
investment in mining and by providing an attractive investment environment in 
turn, mining technology can develop in the country and provide job prospects for 
the increasing population. Exploration and development costs are low by industry 
standards: For example, energy costs are €0.14c per litre of petrol and €0.08c 
per litre of diesel, and labour costs are also low.  
 
The Saudi Industrial Development Fund (SIDF) is in place to provide loans for 
local KSA projects of up to 75% of the capital cost of mine development at 
nominal interest rates, which would be beneficial to the Jibal Qutman project if it 
qualifies.  
 
G&M joint venture 

In May 2009, KEFI formed the joint venture Gold and Minerals (G&M) with Saudi 
construction and investment group ARTAR. Despite having a 40% interest in the 
G&M JV, KEFI remains the operating partner, with ARTAR holding the remaining 
60%. As a result, KEFI provides technical advice and assistance to G&M, 
including personnel to manage and supervise all exploration and technical 
studies. ARTAR provides administrative advice and assistance to ensure G&M 
remains in compliance with all governmental and other statutory procedures. 
 

Figure 16: Core storage at G&M office in Bisha 

 
Source: finnCap 

 
Initially, KEFI spent a lot of time compiling a database of historic workings, 
geology, geophysics, remote sensing, prospect geology, alteration and structure 
that it is able to use to selectively apply for licences for the best prospects. 
However, progress was slowed as the process of applying and receiving an 
exploration licence (EL) involves extensive social licensing requirements and 
community engagement. This is to ensure that if the project is to be developed, 
there are no issues with local community groups. 
 
However, in June 2011, the DMMR granted the first licence at Selib North and a 
further three were granted in 2012 at Jibal Qutman, Hikyrin and Hikyrin South. 
G&M has applied for a further 23 further exploration licences covering c1,600km2.  
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Jibal Qutman 
The Jibal Qutman EL, which was granted in July 2012, covers an area of 99.9km2 
and is about a 90-minute drive from KEFI’s office in Bisha. It occurs in the central 
southern region of the Arabian Shield on the Nabitah – Tathlith Fault Zone, a 
300km-long structure along which the BRGM mapped over 40 mineral 
occurrences. The Nabitah – Tathlith Fault Zone itself is the southern part of the 
complex transpressive Nabitah suture zone between the western composite arc 
terrane and the eastern Afif terrane.  
 
The United States Geological Survey explored the Jibal Qutman area during the 
1980s and drilled three holes in 1983. These intersected mineralisation, including 
5m at 5.2 g/t Au and 90 g/t Ag (with highlights of 0.5m at 13.0 g/t Au and 180 g/t 
Ag, 0.4m at 12.5 g/t Au and 173 g/t Ag); and 1.6m at 6.8 g/t Au and 66 g/t Ag. 
 
After initial mapping, G&M carried out two phases of trenching and drilling along 
with ad-hoc reconnaissance mapping and sampling as the unconsolidated sand 
cover gets blown by the wind, exposing new areas of underlying mineralisation. 
  

Figure 17: Trench at 3K Hill  Figure 18: Drilling at the West Zone 

 

 

 
Source: finnCap  Source: finnCap 

 
The gold mineralisation at Jibal Qutman is hosted in a series of quartz veins that 
currently form five separate ore bodies: the Main Zone, South Zone, West Zone, 
3K Hill and 5K hill, with a new area of mineralisation being identified late last year 
and provisionally called the East Zone. The main vein dips at 45° to the east, and 
parallel veins form stringer zones around it. In addition, sets of flat lying veins 
have been recently recognised in the Western Zone and the Southern Zone. 
 
After the first phase of drilling, KEFI, on behalf of G&M, calculated an initial non-
code resource of 90,000oz and carried out preliminary cyanide leach test work 
which reported a 50-90% gold recovery from a one-hour leach time using a weak 
0.2% cyanide solution.  
 
Based on these figures, KEFI did an internal scoping study which was released to 
the market in January 2013. The scoping study assumed a heap leach could  
produce ~20Koz pa over four years at an operating cost of ~US$640/oz, benefiting 
from low diesel and labour costs, with total capex of around US$12-14m. 
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Figure 19: Plan view of orebodies at Jibal Qutman 

 
Source: KEFI Minerals 

 
In May 2013, KEFI released a maiden JORC resource for Jibal Qutman of 
312,532oz at 0.94g/t, of which 207,988oz at 0.89g/t was in the West Zone, 
51,328oz at 0.81g/t was in the South Zone and 53,328oz at 1.55g/t was in the 
Main Zone. 
 
Trenching and drilling gathered pace with three rigs on site, and by September 
KEFI had announced a 44% increase in resource to 14.5Mt at 0.89g/t Au for 
415,000oz Au, with much of the new resource coming from 3K Hill.  
 
A second phase of RC drilling targeting mineralisation along strike at the Main, 
South, West and 3K Hill zones then continued. In November, KEFI announced it 
had converted ~77% of the resource into the indicated category, with 13.6Mt at 
0.87g/t Au for 383,000 oz Au in indicated and 4Mt at 0.74g/t Au for 97,500 oz Au 
in indicated.  
 
In March, KEFI released the latest resource update, which had been 
independently verified by AMC Consultants as part of the ongoing PFS. The drill 
results incorporated into the new mineral resource were mainly from infill drilling 
at the West, Main, South and 3K Hill zones. These results allowed confirmation of 
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the general size and shape of the mineralisation and resulted in the upgrade of 
52,000oz of previously inferred resource at a slightly higher grade with fewer 
tonnes to the indicated resource category. Mineralisation has been intersected in 
wide spaced RC drill holes up to 300m to the south of 3K Hill. This area is 
masked by a thin cover of sand (1m thick), and there is potential for the 
mineralised structure to continue southwards for 2km towards the Main and West 
zones. The total resource is now 435Koz at 0.94g/t in indicated and 60Koz at 
0.81g/t in inferred. This is broken down in Figure 20. 
 

Figure 20: Jibal Qutman resources 

 Zone Volume 
(m3) 

Tonnes Au 
g/t 

Grammes Oz 

Indicated  Main 818,517 2,169,070 1.0 2,147,079 69,030 
West 2,464,811 6,531,750 0.9 5,791,088 186,188 
South 1,103,739 2,924,909 0.8 2,303,940 74,073 
3KHill 999,732 2,649,290 1.2 3,149,592 101,262 
4K Hill 53,143 140,828 1.1 148,827 4,785 
Total 5,439,942 14,415,847 0.9 13,540,526 435,338 

       
Inferred  Main 210,249 557,159 0.8 433,099 13,924 

West 209,801 555,973 0.9 474,128 15,244 
South 182,054 482,443 0.6 290,377 9,336 
3KHill 254,866 675,395 0.9 636,893 20,477 
4K Hill 11,067 29,328 0.9 27,226 875 
Total 868,037 2,300,299 0.8 1,861,722 59,856 

 Grand Total 6,307,979 16,716,145 0.9 15,402,248 495,194 
 

Source: Company 

 
There remains further upside to the project from mineralisation outside the 
current resource, including 5K hill and an increase in the density measurements 
that AMC describes as conservative. 
 
Ongoing drilling continues to expand the zone of mineralisation on three deposits 
at Jibal Qutman, with the latest RC drill results including 17m at 1.92g/t Au 
(including 7m at 3.53g/t Au), 16m at 1.24g/t Au (including 6m at 2.35g/t), 18m at 
1.07g/t Au and 7m at 1.33g/t Au. 
 
Pre-feasibility study and mining application 

G&M started a PFS soon after the maiden resource was produced which includes 
technical, financial and environmental studies. It has now completed these and a 
draft mining lease application (MLA). To date, all the ELs have been granted to 
ARTAR on behalf of G&M, but the mining licence will be granted to G&M on 
behalf of A, giving KEFI more legal protection. 
 
AMC has conducted “an open pit optimisation" study, and capex and opex 
estimation for mining costs at Jibal Qutman. The economic gold cut-off selected 
for the pit optimisation study is 0.3g/t Au, which is above the 0.2g/t grade 
boundary used in the current resource, and so we expect the mineable resource 
to be downgraded. However, when AMC applied a higher cut-off of 0.5g/t to the 



KEFI Minerals 1 April 2014 
Initiation of coverage 

26 

latest resource update, 88% of the 437,11oz total resource remained within the 
higher cut-off pit limit at a higher grade of 1.13g/t. 
 

Figure 21: Current resource at 0.5g/t cut-off 

Category Tonnes 
(t) 

Grade 
(g/t Au) 

Contained metal 
Au oz 

Indicated  10,052,045 1.18 381,740 
Inferred  1,974,541 0.87 55,477 
Total  12,026,585 1.13 437,188 

 

Source: Company 

 
KEFI/G&M have used this to design all the pit shells in-house, and these are 
being reviewed by AMC. The processing flow diagrams were likewise produced 
in-house, with consultants HDO providing the engineering design, including the 
completed plant layout, the list of major equipment, piping and instrumentation 
plans and the bill of quantities. MDS Environmental Consultants has completed 
the final version of the environmental study, and the hydrology report has also 
been completed, both for inclusion in the PFS. Further metallurgical tests are 
ongoing and by the time of the PFS will be sufficient to confirm the plant design. 
G&M is currently reviewing the equipment list in order to reduce the estimated 
capex.  
 
This forms the basis of the application for a mining licence.  
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Figure 22: Current mine plan layout and initial pits 

 
Source: KEFI 
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Selib North 
Selib North was the first EL G&M was granted in June 2011 and covers an area 
of 75km2. The licence has experienced previous activity, with several historical 
gold mines located between Fawarah and Selib.  
 
G&M carried out a programme of mapping, geophysics and trenching throughout 
the entire licence area. This identified six prospective targets at Camel Hill, Selib 
Ridge, Area350, Red Hill, Area9 and the Eastern Veins.  
 
Initially, Camel Hill was the most prospective, and extensive trenching and an 
initial eight-hole diamond drilling programme was completed on four sections 
50m apart and to a vertical depth of 100m. 
 

Figure 23 Selib North 

 
Source: Company 

 
The trenching results returned up to 17m at 3.43g/t Au, and the best drilling 
results included 11m at 3.11g/t Au. The results indicated that the gold 
mineralisation was hosted by sulphide bearing (pyritic) north-south trending 
dykes. 
 
To identify the location and extend of these potential hosts, G&M carried out an 
induced polarisation and resistivity (IP) ) and self potential (SP) () survey around 
the Camel Hill prospect and the surrounding area. A total of 11 sections were 
made over 100m apart and covering an area of 1.2km2. After analysing Landsat 
ETM+, ASTER, cluster analysis of the IP data along with direct measurement of 
the IP and resistivity parameters of mineralised and un-mineralised drill core, 
G&M constructed a 3D model of the alteration and geology of Camel Hill. 
 
As a result of this work, a further two new target zones have been identified, 
making three in total. These are beneath the previous shallow drilling at Camel 
Hill, coincident with major north-south trending faults in the centre of the survey 
area and in a high chargeability zone in the southeast of the survey area. 
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Second-phase diamond and RC drilling programmes of 2,400m and 1,700m 
respectively were then carried out to test several of the IP and SP anomalies and 
the gold mineralisation intersected in the first-phase diamond drilling at the Camel 
Hill prospect. 
 
A limited number of diamond and RC drill holes were drilled into the Camel Hill 
prospect, with the best results being SND 18, 23-31m, 8m at 1.40g/t Au and 
SNRC 6, 25-30m, 5m at 2.50g/t Au. However, they indicated that the IP 
anomalies were mostly attributed to graphitic shales and pyrite mineralisation not 
associated with the gold mineralising event. 
 
By this stage, KEFI was starting the PFS at Jibal Qutman and looking in more 
detail at Tulu Kapi, and so decided to focus its technical and financial resources 
on these two projects, while Selib North became a lower priority. 
  



KEFI Minerals 1 April 2014 
Initiation of coverage 

30 

Hikyrin and Hikyrin South 
The Hikyrin and Hikyrin South exploration licences were granted in January 2012. 
This is an area of known gold mineralisation, with Ma’aden’s Ar Rjum deposit 
(2.65Moz) 30km to the south of the current licence and wide spread historic 
workings.  
 

Figure 24: Hikyrin and Hikyrin South licence areas 

 
Source: Company 

 
The French geological survey (BRGM) took multiple dump samples in the 1980s 
that returned grades up to 76 g/t Au from quartz veins. BRGM then drilled 16 
holes at the site and dug three trenches, which were reported in 1983. Only one 
of these trenches remains accessible and returned grades of between 0.1g/t and 
4g/t, and although partially sand-filled, four sets of shallow dipping quartz veins 
were still visible. At Ma’adans Ash Shakhtaliyah, which lies to the north, the 
BRGM carried out a trenching and 9km drilling programme and estimated a non-
code resource of 350Koz. However, according to KEFI’s management, by 
lowering the cut-off grade to 0.3g/t this would increase to ~600Koz. 
 
G&M followed up on this work by initially mapping the geology at the historic 
workings at Houimedan West that extend for about 1km. G&M then took 24 
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samples spread over a 700m strike length from the waste dumps, which returned 
grades up to 16.3g/t with an average of 5.9g/t. Further mapping and surface 
sampling based on a 100x200m spaced soil grid was then carried out, with rock 
chip and trench samples also being taken. 
 
G&M planned to carry out a RAB drilling programme in 2013, but recent heavy 
rainfall caused the salt pan to become flooded, stopping the programme just six 
holes into the 116 hole programme. 
 
Whilst the area is clearly mineralised, it remains a low-priority target compared to 
Jibal Qutman and now Tulu Kapi, and so no significant further work has been 
carried out since last year. 
 
Other licences 
G&M has applied for a further 23 further exploration licences covering 
approximately 1,600km2. Seven of these licence applications are in the 120km 
long Mamlah-Wadi Bidah Volcanogenic Mineral belt.  
 
These licences contain large gossan structures of heavily weathered material 
lying over primary volcanogenic massive sulphides. The United States Geological 
Survey and the French BRGM have previously done some survey work in the 
area, with the latter identifying a 180Mt deposit containing 2%Cu at Rabathan.  
 
In terms of development, if the licence can be obtained and a suitable resource 
defined, we envisage that G&M will initially concentrate on developing the 
gossans as a bulk shallow open-pit gold project. It would then use this revenue to 
look at what could potentially be a much larger Cu/Zn project at depth but which 
would require much deeper drilling.  
 
Valuation 
As only one of the three licences has a resource, it is difficult to value G&M's 
asset base. Ahead of the publication of the recently completed PFS, we have 
valued JIbal Qutman based on the provisional figures KEFI published in January 
2013. 
 
We have assumed that 40% of the 12Mt resource is mineable at 1.2g/t. At a 1Mt 
per year rate of production, this gives just short of a five-year mine life starting in 
2016.  
 
Based on the January cost and capex figures, we value Jibal Qutman at 
US$25.81m using a US$1,300/oz gold price and an 8% discount rate. Given the 
speculative nature of the figures, we have risked the project to 40% of the implied 
value, or US$10.32m. Of this, 40%, or US$4.13m, is attributable to KEFI.  
 
We feel this undervalues the assets in Saudi Arabia and in particular discounts 
the goodwill and infrastructure, including the asset database established by KEFI 
through G&M over the past five years which creates a significant barrier to entry, 
but it is the best estimate we can make until we can get more clarity on the other 
licence applications. 
 
However, with the release in due course of more details of the PFS which has 
just been tabled to the authorities, we will be able to update our estimates for 
Jibal Qutman, probably later in 2Q 2014. 
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Key shareholders 
There are currently 853,670,212 ordinary shares in issue, 46,010,000 options 
and 19,197,301 warrants with exercise prices of 2p to 7p. 
 
The significant shareholders in KEFI are shown in Figure 25 and account for 79% 
of the total shares in issue. 
 

Figure 25: Major Shareholders > 3% 

Holder % Holding 

NYOTA Minerals (BERMUDA) 12.50% 
BNY (Nominees)  12.50% 
ODEY Asset Management 10.70% 
EMED Mining 8.60% 
Hargreaves Lansdown (Nominees) 6.30% 
Vidacos Nominees 6.20% 
Standard Life Investments 5.90% 
TD Direct Investing Nominees 6.10% 
Barclayshare Nominees 5.60% 
Lynchwood Nominees 4.90% 
Pershing Nominees  4.00% 
HSDL Nominees 3.90% 
L R Nominees 3.20% 
Fitel Nominees  2.90% 
Directors, management and their families 2.10% 

 

Source: Company 

 
Capital structure 
KEFI had US$3m in cash at the start of March and no debt. 
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Directors and senior management 
Harry Anagnostaras-Adams, Non-Executive Chairman 
Harry Anagnostaras-Adams was formerly the managing director of AIM-listed 
EMED Mining Public Limited, managing director  of ASX and AIM-listed Gympie 
Gold Limited, deputy chairman of the Australian Gold Council, executive director 
of investment company Pilatus Capital Limited and general manager of 
investment company Clayton Robard Limited. He was an inaugural senior 
investment manager in Australia for Citicorp Capital Investors Limited and was 
manager of Australian mergers and acquisitions for CitiNational Merchant Bank. 
He has a bachelor of commerce (in systems and finance) from the University of 
New South Wales. He qualified as a chartered accountant while working with 
PricewaterhouseCoopers and has an MBA from the Australian Graduate School 
of Management.  
 
Jeff Rayner – Managing Director 
Jeff Rayner is a geologist with over 24 years’ experience in gold exploration and 
mining in Australia, Europe and Asia. He started his career in Australia with BHP 
Gold and later Newcrest Mining Limited. He was involved in the early exploration 
discovery of the Cracow and Gosowong epithermal deposits and the Cadia Hill 
deposit, all of which are currently operating mines. In 1998, he joined Gold Mines 
of Sardinia plc as exploration manager, responsible for exploration and mining in 
Sardinia and project generation in Europe. During part of his time at Gold Mines 
of Sardinia plc, he lead the exploration discovery of the Monte Ollasteddu gold 
deposit in Sardinia. He joined EMED Mining in 2006 and managed its Eastern 
European projects, resulting in the early drill discovery of the Biely Vrch gold 
deposit in central Slovakia. He became managing director of KEFI Minerals in 
November 2006. He is a member of the Australasian Institute of Mining and 
Metallurgy and a member of the Society of Economic Geologists.  
 
Ian Plimer – Non-Executive Deputy Chairman 
Ian Plimer (B.Sc. [Hons], PhD, FTSE, FGS, FAIMM) is Professor of Mining 
Geology at The University of Adelaide (2005-present) and was previously 
Professor and Head of Earth Sciences (University of Melbourne 1992-2005) and 
Professor and Head of Geology (University of Newcastle (1985-1991). Previously 
he worked in the Australian mining industry and at various universities. He is a 
prominent Australian geologist, has published 130 scientific papers, seven books 
and is a regular broadcaster. He was director of CBH Resources Ltd (ASX:CBH) 
from 1998 until takeover in 2010 and sits on the boards of Ivanhoe Australia Ltd 
(ASX:IVA; TSX:IVA; lead director plus Audit, Safety, Remuneration Committees), 
Ormil Energy Ltd (ASX:OMX; plus Safety and Audit Committees) and the unlisted 
TNT Resources Ltd. 
 
John Leach – Finance Director (part-time) 
John Leach has over 25 years’ experience in senior executive positions in the 
mining industry internationally and was most recently acting CEO and former 
finance director of EMED Mining. He holds a bachelor of arts (economics) degree 
and an MBA. He is a member of the Institute of Chartered Accountants 
(Australia), a member of the Canadian Institute of Chartered Accountants, and a 
fellow of the Australian Institute of Directors.  
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Fabio Granitzio, PhD Engineering – Exploration Manager, Saudi Arabian 
Projects 
Fabio Granitzio (BSc Geol. PhD Eng.) is an exploration and mining geologist with 
over 15 years’ experience in exploration and production management of gold, 
base metals and industrial minerals. He brings an aggressive exploration style to 
the group. Following his doctoral research on gold-copper epithermal systems in 
Sardinia (Cagliari University), he studied these systems in detail at Antofagasta 
and the giant Escondida (BHP) deposit in Chile. Later work included involvement 
in the discovery of the Monte Ollasteddu gold deposit (Sardinia) as field 
exploration supervisor; mine and exploration manager of five open cut bentonite 
mines (Sardinia); and resource evaluations on similar prospects in Mexico, 
Morocco and Turkey. In the five years prior to joining KEFI Minerals, he was 
responsible for generating new opportunities for Gruppo Minerali Maffei 
throughout Europe, Latin America, North Africa, Asia Minor and Australia, 
developing and managing projects from grass roots exploration through the 
feasibility stage.  
 
Simon Cleghorn  – Resource Manager 
Simon Cleghorn is a geologist with 24 years’ experience in mining geology and 
project development with emphasis on resource and reserve estimation in 
primarily gold and base metals mines. He completed his bachelor of engineering 
in mineral exploration & mining geology (honors) at the Western Australia School 
of Mines in Kalgoorlie. His experience has been with international projects in 
Armenia, Georgia, Russia, south East Asia and project review in Europe and 
South America as well as Australia. He has been responsible for production 
geology management, due diligence project review and management of mining 
studies and project upgrades as well as resource and reserve work for feasibility 
and scoping studies for project finance and development. This has included 
geological assessment of projects leading to acquisition in Armenia, Georgia and 
South East Asia. Simon is a member of the Australasian Institute of Mining and 
Metallurgy.  
 
Sergio Di Giovanni  –  Metallurgist Project Manager Saudi Arabia 
Sergio Di Giovanni is a metallurgist with 20 years’ experience in both project 
development and operations management roles at gold, base metals and iron ore 
mines. He completed his bachelor of science, mineral science, (extractive 
metallurgy) at Murdoch University, Perth, Western Australia. His wide experience 
has been gained with international mining projects in Spain, Norway, Italy, 
Mexico, Armenia, Indonesia, the Philippines and Australia, where he has been 
responsible for production management, (mining and processing), 
commissioning, process and engineering plant design, productivity 
improvements, human resource management, financial control, financial 
modelling, project evaluation, project development and metal concentrate sales 
and marketing. He has been involved in assessments of metallurgical aspects of 
potential acquisition opportunities in Saudi Arabia, Morocco and Turkey.  
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Patrick Gorman – Project Advisor and Consultant Mining Engineer 
Patrick Gorman is a mining engineer, BSc (Hons) Mining, Imperial College UK, 
MSc Mining, Colorado School of Mines, and a chartered engineer (UK) with 35 
years of technical and project experience in a wide range of business, cultural 
and climatic environments and commodities. Patrick has managed development 
programs, conceptual evaluations and studies for scoping, pre-feasibility and 
definitive feasibility stages. He has provided acquisition studies and post-
privatisation support and technical audits for project financing. Patrick’s feasibility 
study experience has included Escondida copper in Chile, Rebecca gold in 
Zimbabwe, Loma de Niquel in Venezuela, Castellanos lead/zinc in Cuba. He has 
worked in over 60 countries, and previous clients include BHP-Billiton, Rio Tinto 
and Barrick. He has led or been a key member of long-term technical 
redevelopment and cooperation programs at Trepca-UNMIK in Kosovo, Jiangxi 
Copper in China, Buryatzoloto Gold in Russia and Zhayrem Manganese in 
Kazakhstan. He has formed, managed and legally represented mining 
companies, consultancies and EPCM company subsidiaries with offices in 
Australia, Chile and the UK. He is an experienced non-executive director of TSX-
V and London AIM-listed mineral resource companies. 
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Income Statement 

Year ending December (£m) 2011A 2012A 2013E 2014E 

Sales 0.0 0.0 0.0 0.0 
Sales growth (%) n/a n/a n/a n/a 
Cost of sales -0.4 -0.1 -2.1 -2.0 
Gross profit -0.4 -0.1 -2.1 -2.0 
Gross margin (%) n/a n/a n/a n/a 
Operating expenses -1.1 -1.4 -1.3 -0.8 
Adjusted EBITDA -1.5 -1.5 -3.4 -2.8 
Depreciation/Amortisation n/a n/a n/a n/a 
Adjusted EBIT -1.5 -1.5 -3.4 -2.8 
Adjusted EBIT margin (%) n/a n/a n/a n/a 
Associates/Other 0.0 0.0 0.0 0.0 
Net interest 0.0 0.0 0.0 0.0 
Adjusted PBT -1.5 -1.5 -3.4 -2.8 
Adjustments -0.1 -0.3 -0.2 -0.2 
Reported PBT -1.6 -1.7 -3.6 -3.0 
Taxation 0.0 0.0 0.0 0.0 
Tax rate (%) nm 0 0 0 
Post tax profit -1.6 -1.7 -3.6 -3.0 
Minorities 0.0 0.0 0.0 0.0 
Reported earnings -1.6 -1.7 -3.6 -3.0 
     
Weighted average no.shares 361.9 443.1 853.7 853.7 
Average no.shares (FD) 361.9 443.1 853.7 853.7 
Stated EPS (p) 0.0 0.0 0.0 0.0 
Adj. EPS (FD) (p) 0.0 0.0 0.0 0.0 
DPS (p) 0.0 0.0 0.0 0.0 

 

Source: Company reports, finnCap estimates 
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Cash Flow 

Year ending December (£m) 2011A 2012A 2013E 2014E 

EBITDA -1.5 -1.5 -3.4 -2.8 
Net change in working capital 0.1 -0.2 -0.2 0.0 
Share based payments -0.2 -0.3 -0.2 -0.2 
Profit/loss on disposal n/a n/a n/a n/a 
Net pensions charge 0.0 0.0 0.0 0.0 
Change in provision 0.0 0.0 0.1 0.0 
Other items 0.3 0.9 1.0 0.0 
Operating cash flow -1.2 -1.0 -2.8 -3.0 
Cash interest 0.0 0.0 0.0 0.0 
Tax paid 0.0 0.0 0.0 0.0 
Capex n/a n/a n/a n/a 
Free cash flow -1.2 -1.0 -2.8 -3.0 
Disposals 0.1 0.0 0.0 0.0 
Acquisitions -0.2 -0.5 -1.6 0.0 
Dividends 0.0 0.0 0.0 0.0 
Other -0.1 0.0 -0.1 0.0 
Issue of share capital/(Buyback) 1.5 2.8 5.5 0.0 
Net Change in cash flow 0.1 1.3 1.0 -3.0 
     
Opening net (debt)/cash 0.5 0.6 1.9 2.9 
Closing net (debt)/cash 0.6 1.9 2.9 -0.1 

 

Source: Company reports, finnCap estimates 
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Balance Sheet 

Year ending December (£m) 2011A 2012A 2013E 2014E 

Tangible assets 0.2 0.1 0.0 0.0 
Goodwill 0.0 0.0 0.0 0.0 
Other intangible 0.0 0.0 1.0 1.0 
Other n/a n/a n/a n/a 
Non current assets 0.2 0.1 1.0 1.0 
Inventories n/a n/a n/a n/a 
Trade receivables 0.1 0.3 0.2 0.2 
Cash 0.6 1.9 2.9 -0.1 
Other 0.0 0.0 0.0 0.0 
Current assets 0.8 2.2 3.2 0.2 
Trade payables -0.3 -0.3 -0.1 -0.1 
Other current liabilities 0.0 0.0 0.0 0.0 
Short term debt n/a n/a n/a n/a 
Net current assets 0.5 2.0 3.1 0.1 
Long term debt n/a n/a n/a n/a 
Pension 0.0 0.0 0.0 0.0 
Other/Minorities n/a n/a n/a n/a 
Net assets 0.7 2.0 4.1 1.1 
     
Net working capital n/a n/a n/a n/a 
NAV per share (p) 0.2 0.5 0.5 0.1 
NTA per share (p) 0.2 0.5 0.4 0.0 

 

Source: Company reports, finnCap estimates 
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NOTES 
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